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DURATION 
 
Reading Time: 10 minutes 
Writing Time: 120 minutes 
 
INSTRUCTIONS TO CANDIDATES 
 
Section A:  
Suggested Time:  
30 mins 
Multiple Choice Questions: Answer ALL 10 questions. 
Marks as indicated on paper (Total marks = 10) 
Section B:  
Suggested Time:  
30 mins 
Short Answer Questions: Answer ANY 2 questions out of 3 questions. 
Marks as indicated on paper. (Total marks = 20) 
Section C: 
Suggested Time:  
60 mins 
Long Answer Questions: Answer any 1 question out of 2 questions. 
Marks as indicated on paper. (Total marks = 20) 
 
EXAM CONDITIONS 
You may begin writing from the commencement of the examination session.  The reading time indicated above is 
provided as a guide only. 
This is a CLOSED BOOK examination 
Any calculator is permitted 
No handwritten notes are permitted 
No dictionaries are permitted 
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Multiple Choice Questions 
Answer ALL Ten (10) Questions 
Each Question is worth 1 Mark 
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Section B 
Short Answer Questions 
Answer Any Two (2) out of Three (3) Questions 
Each Question is worth 10 Marks 
Total marks for Section B are Twenty (20) 
 
Question 1: 
Consider a firm that faces a constant per unit price of $1,200 for its output. The firm hires workers, E, 
from a union at a daily wage of w, to produce output, q, where  
q = 2E½. 
Given the production function, the marginal product of labour is 1/E½. There are 225 workers in the 
union. Any union worker who does not work for the firm can find a non-union job paying $96 per day. 
(a) What is the firm’s labour demand function? 
(2 marks) 
(b) ) If the firm can specify w and the union is then allowed to provide as many workers as it wants 
(up to 225) at the daily wage of w, what wage will the firm set?   
(3 marks) 
(c) How many workers will the union provide?   
(1 mark) 
(d) How much output will be produced?   
(1 mark) 
(e) How much profit will the firm earn?   
(1 mark) 
(f) What is the total income of the 225 union workers? 
(2 marks) 
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Question 2: 
Suppose 100 men and 100 women graduate from high school. After high school, each can work in a low-skill job 
and earn $200,000 over his or her lifetime, or each can pay $50,000 and go to college. College graduates are 
given a test. If someone passes the test, he or she is hired for a high-skill job paying lifetime earnings of 
$300,000. Any college graduate who fails the test, however, is relegated to a low-skill job. Academic 
performance in high school gives each person some idea of how he or she will do on the test if they go to 
college. Each person’s GPA, call it x, is an “ability score” ranging from 0.01 to 1.00. With probability x, the person 
will pass the test if he or she attends college. Upon graduating high school, there is one man with x = .01, one 
with x = .02, and so on up to x = 1.00. Likewise, there is one woman with x = .01, one with x = .02, and so on up 
to x = 1.00. 
Persons attend college only if the expected lifetime payoff from attending college is higher than that of not 
attending college.  
(a) Which men and which women will attend college?  
(2 marks)  
(b) What is the expected pass rate of men who take the test?  
(2 marks)  
(c) What is the expected pass rate of women who take the test? 
(1 mark) 
Suppose policymakers feel not enough women are attending college, so they take actions that reduce the cost 
of college for women to $10,000. 
(d) Which women will now attend college?   
(2 marks) 





a. Evaluate the validity of the following claim: The increasing wage gap between highly educated and less 
educated workers will itself generate shifts in the labour market over the next decade. Because of these 
responses, much of the “excess” gain currently accruing to highly educated workers will soon disappear. 
(5 marks) 
b. What effect will each of the following proposed changes have on wage inequality? 
(i) Indexing the minimum wage to inflation. 
(2marks) 
(ii) Increasing the benefit level paid to welfare recipients 
(2marks) 
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Section C 
Long Answer Questions 
Answer Any One (1) out of Two (2) Questions 
Total marks for Section C are Twenty (20) 
 
Question 1 
Do immigrants reduce the wage of local workers? And what about immigrants taking jobs 
away from the local workers? Discuss your answer in relation to the current Australian 






Discuss the implications of a uniform wage on the labour market equilibrium and 




End of the Paper 
